University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

3-5-1999

Brazilian Economy Remains Volaitile, Despite
Successes by President Cardoso
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
LADB Staff. "Brazilian Economy Remains Volaitile, Despite Successes by President Cardoso." (1999).
https://digitalrepository.unm.edu/notisur/12612

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 54391
ISSN: 1060-4189

Brazilian Economy Remains Volaitile, Despite Successes by
President Cardoso
by LADB Staff
Category/Department: Brazil
Published: 1999-03-05
President Fernando Henrique Cardoso has made some progress in addressing the financial turmoil
enveloping the country. In a meeting with state governors, Cardoso held firm, insisting the states
pay their debt to the central government. While he was meeting with the governors, the Senate
confirmed the new Central Bank president, paving the way for the next installment of International
Monetary Fund (IMF) bailout funds. To meet IMF requirements, Cardoso must convince the
governors to cut spending on payrolls, which in several states consumes 80% of revenues. Cardoso
must also convince the governors to pay their debts with the central government.
After meeting with 26 of the 27 governors Feb. 26, Cardoso said the results "exceeded expectations."
Cardoso rejected calls by some states to ease terms on their already subsidized debts with Brasilia.
Instead, Cardoso offered to loan the states money to cover worker indemnification and the other
costs of massive layoffs and said he would review a law that exempts exports from state- level taxes,
Communications Minister Joao Pimenta de Veiga said. Cardoso agreed to renegotiate US$8.5 billion
in debt held by cities, on condition the mayors agree to cut costs.
The governors, including the five opposition governors, also were satisfied with the meeting. Their
agreement with Cardoso effectively isolates Minas Gerais Gov. Itamar Franco, the only governor
who refused to attend. Cardoso still needs to convince Franco to end his declared debt moratorium
with Brasilia and join the nationwide campaign to cut spending. Franco was invited to another
meeting between Cardoso and Rio Grande do Sul Gov. Olivio Dutra on March 2, but he again
refused, saying he will not meet with Cardoso unless Brasilia unfreezes the state funds it blocked
after Franco declared the moratorium (see NotiSur, 1999-02-12).
Some analysts say government operations in Minas Gerais could grind to a halt in April when the
problem of the blocked funds becomes critical. Franco had already lost the support of some business
leaders in the state who urged him to call off the moratorium and normalize relations with the
central government. "No one wants Itamar to remain isolated, because those who suffer most from
such isolation are the people of Minas Gerais," said Anthony Garotinho, governor of Rio de Janeiro
and leader of the Partido Democratico Trabalhista (PDT).
On March 1, Franco, who was president between 1992 and 1994, went to Brasilia to meet with
senators from the Partido do Movimento Democratico Brasileiro (PMDB), which backed him in his
campaign for governor. The PMDB has also been a strong supporter of Cardoso. The daily Jornal
do Brasil said Franco could serve as the catalyst for a new political organization. Several sources
have said Franco is considering forming a "center-left party with nationalist tendencies," which
could attract dissidents from several other political groups. Franco apparently has his eye on another
presidential try in 2002.
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The meeting with the PMDB senators is key, since a major factor in the success of Franco's plans
will be whether the party continues to back Cardoso. Senate approves Fraga as new Central Bank
president After a six-hour grilling, the Senate commission approved the nomination of Arminio
Fraga Nieto as the new Central Bank president. The nomination was confirmed by the full Senate
March 3. Cardoso nominated Fraga Feb. 2, following the resignation of Francisco Lopes. Senators
questioned Fraga about his duties with former boss, financier George Soros, and about charges that
he had passed information to Soros.
Fraga denied violating insider- information rules when he was approached for the bank post, which
came at a time when currency speculators forced the real down and nearly caused a run on banks.
One senator said Fraga's nomination was like putting the fox in charge of the chicken coop. During
the Senate's questioning, Fraga backed the unpopular policy of keeping interest rates punishingly
high to fight off inflation and said Brazil should continue to float the real. Interest rates now stand at
39%, and the government admits the rates are increasing the budget deficit and pushing the country
into recession.
Finance Minister Pedro Malan says the economy will shrink between 3% and 4% this year, while
private analysts predicted an even greater downturn. "Fraga may have won his battle on Friday, but
he must still convince the country and investors that he has a workable agenda to ride out a severe
storm," wrote Miriam Leitao, a columnist for O Globo newspaper.
Despite Fraga's approval and the expected IMF funds, the real continued to slide. By March 1, the
real was down more than 44% since the currency crisis erupted in mid-January. If Fraga is not able
to maintain the exchange rate on the dollar at below two reais very quickly, analysts say, it could set
off a dangerous inflationary spiral for the Brazilian economy. If the real plunges further, economists
fear the government might be unable to prevent a return to automatic price and pay increases and
spiraling inflation.

Economy still looks bleak
Markets around the world are watching closely as Brazil tries to come out of the crisis. "We're
playing with fire," said Augusto Lopez-Claros, an economist at Lehman Bros. in London. "If
confidence doesn't return to Brazil following the approval of the IMF program, there will be serious
implications for the economies of the region and the whole continent."
Brazil's economic team is in the final stages of negotiating new economic goals, mostly spending
cuts, with the IMF so the government can collect the next US$9-billion installment of bailout funds
approved late last year. But it could be several more weeks before the lenders release the installment
"We are now at a final stage of putting together necessary amendments to our arrangement of last
November with Brazil, to introduce the changes required by the floating of the real," IMF director
Michel Camdessus said on March 1.
Finance Minister Malan said Brazil will make cuts equivalent to about 0.5% of GDP to compensate
for higher debt costs after the devaluation. The additional cuts come on top of a previously
announced savings target of 2.6% of GDP. Meanwhile, criticism of the IMF and the deep spending
cuts it requires is growing. Some of Cardoso's closest political allies have joined those complaining,
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raising concern that the Brazilian Congress may not agree to all the IMF demands. "We understand
the government needs to go to the IMF," said Antonio Carlos Magalhaes, the powerful president of
the Senate and close political associate of Cardoso. "But that doesn't mean the IMF can interfere in
national problems, above all to create difficulties for the poorest sectors in Brazil."
Critics fear the new cuts will add to social unrest, pointing out that unemployment is on the rise. The
latest figures from the Instituto Nacional de Geografia e Estatisticas (IBGE) showed unemployment
rose to a record high 7.73% in January compared with 6.32% in December. As part of the IMF cuts,
a spokesperson for the national supply company CONAB said the government has reduced the
budget for food allotments for the poor from US$48 million in 1998 to just US$23 million for 1999.
CONAB said the government is not planning to exclude anyone from the programs, but will instead
cut the amount given per person, except in the drought-affected areas of the Northeast. This reduces
the monthly provision of beans from 5 kg to 3 kg per family and eliminates rations of oil and pasta.
The government will further cut spending in health and education to fulfill the IMF requirements.
[Sources: El Nuevo Herald (Miami), 02/26/99; Associated Press, 02/26/99, 03/01/99; Spanish news
service EFE, 02/27-03/01/99; Notimex, 02/28/99, 03/01/99; Reuters, 02/26/99, 02/28/99, 03/02/99; Clarin
(Argentina), 02/27/99, 03/02/99; CNN, 03/02/99; The New York Times, 03/03/99]
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